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EXECUTIVE SUMMARY

This Financial Assessment projects the financial position of the Pierce County Ferry System
over the next six years, 2024 through 2029, and provides preliminary recommendations for
steps to achieve financial stability and sustainability for the ferry system. Key findings include:

By 2027 the Pierce County ferry fund will have a negative balance and unable to sustain
ferry operations relying on current known revenue and funding sources.

Assuming current known revenues and subsidies remain available, an additional $2.8M
is needed over the next six years (2024-2029).

Proposed fare increases will raise about $1 million over the six-year period; however,
this will not fill the funding gap.

The County Road Fund will need to contribute nearly $29 million for operations and
capital investments over the next six years.

In addition to the identified gap in funding for ferry operations, Pierce County must also
secure funding for capital investment for preservation, improvement and replacement of
vessels and terminal components beyond 2027.

Two funding opportunities are identified with taxing authority potentially sufficient to support the
operating and capital funding needs of the ferry system.

County Ferry District: The County Council can form a ferry district encompassing all or a
part of Pierce County and legislatively levy property tax revenue up to 75¢ per thousand
of assessed valuation.

Transportation Benefit District (TBD): The County has formed a TBD and could raise
funding for ferry and other transportation improvement needs through sales and or
vehicle license fees via the TBD.

Summary of Attachments

The following documents are included as attachments to the financial assessment:

1. Summary of Public Outreach Findings

During Financial Assessment development, Pierce County conducted outreach including
an online public survey, a public open house held online and in-person on Anderson
Island, and coordination with the Anderson Island Citizens Advisory Board (AICAB). The
goals of public outreach were to provide information regarding the financial position of
the ferry system and preliminary financial assessment findings to Pierce County ferry
users and county residents, and to gather feedback to inform the assessment.
Attachment 1 — Summary of Public Outreach includes the following information:

1.1 Public Survey: Key findings and survey responses

1.2 List of comments received from the Public Open House and AICAB related to
financial assessment and project team responses
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INTRODUCTION

Ferry System Overview

The Pierce County Ferry System provides year-round vehicle and passenger ferry service from
the City of Steilacoom to Anderson and Ketron Islands. Ferry facilities, vessels, and operations
are owned and funded by the Pierce County Department of Planning and Public Works. Service
is provided by HMS Ferries, Inc. through an operating contract effective April 1, 2022, for a
period up to 20 years, consisting of a 5-year base period plus options for three 5-year periods.

Ferry Financial Assessment Objectives

This Financial Assessment was conducted by Pierce County with the support of a consulting
team including KPFF Consulting Engineers, Progressions Consulting, and Elliott Bay Design
Group. The Financial Assessment was guided by the following objectives:

¢ Project the financial needs of the Pierce County Ferry System over a 6-year period
(2024 — 2029) to assess the near-term and future financial position of the ferry system.

¢ Identify strategies to support the long-term financial stability of the system.
¢ Identify steps to achieving financial stability and sustainability.

o Evaluate potential fare options and measures requested by the Pierce County Council,
including:

o Low-income walk-on passenger fare,
o Reduced fare for vehicles under 14 feet, and

o Measures to encourage greater walk-on passenger use.

Approach

A six-year pro forma statement for the period 2024- 2029 was prepared for the ferry system
using financial and planning data provided by ferry staff, other available county reports, and
regional and national economic data. The pro forma was used to assess the system’s near-term
and future financial position and to inform recommendations for achieving financial stability and
sustainability.

To develop the six-year pro forma for operations, a 2023 base year was established using 2021
and 2022 actual and 2023 budgeted revenues, expenditures, and other funding sources. The
2023 base year was adjusted for the next six years using economic forecast data and proposed
fare increases. To smooth out cash flow, drydock and interim Underwater Inspection in Lieu of
Drydocking (UWILD) expenditures were annualized.

For capital investments, planned capital expenditures were only available for 2024-2027.
Without sufficient data no attempt was made to project capital investments in 2028 or 2029.
Estimated replacement costs for shoreside infrastructure and vessels are presented to illustrate
the magnitude of future potential capital investments.
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Projected inflation was applied to both base year operating expenditures and planned capital
expenditures. Attachment 3 provides the 2024-2029 pro forma statement along with
assumptions and notes.

ASSESSMENT AND FINDINGS

Operating Program

Operating revenue and current operating funding subsidies are not sufficient to cover the costs
of operating and maintaining ferry service into the future. The overall operating loss is predicted
to average about $460,000 annually between 2024 and 2029. In the past, these operating
deficits have been covered by drawing down the fund balance. American Rescue Plan Act
(ARPA) and Coronavirus Response and Relief Supplemental Appropriations (CRRSA) grants
totaling over $12 million provided a significant positive cash flow to the Pierce County Ferry
Fund between 2020 and 2022.

Typically, public ferry systems do not recover the full costs of operations through fares and
other operating revenue. Pierce County’s ferry fare box recovery was lower than that of the
other two Puget Sound county ferries in 2022 (as shown in Table 1) but are about the same
when the two-year average is calculated. It should be noted that fare box recovery ratios have
been affected by ridership changes due to the COVID-19 pandemic and may be further affected
by recent and proposed fare increases. Additionally, Pierce County’s fare box recovery may be
lower due to the additional cost of dry docking and maintaining two vehicle-carrying ferries and
three landing sites.

Table 1. Puget Sound County Ferry’s Fare Box Recovery!

Whatcom
2022 Fare Box Recovery 39.9% 41.7% 29.5%
2021-22 Average Fare Box Recovery 41.7% 38.4% 39.1%

Over the six-year period, with dry dock expenditures annualized and fare increases applied, the
fare box recovery rate stabilizes around 35%, as shown in Table 2.

Table 2. Pierce Ferry Six Year Projected Fare Box Recovery?

2024 2025 2026 2027 2028 2029
Fare Box Recovery 34.1% 34.6% 34.3% 34.8% 34.7% 35.1%

1 Regional fare box recovery ratios can vary from year to year depending upon the manner in which
periodic dry dock expenditures are reported.

2 Fare box recovery ratios include pro-rated costs for dry docking to better reflect the costs of multi-year
maintenance in each year.
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Local, state, and federal tax revenue sources are used to subsidize operating costs. As shown
in Table 3, anticipated non-fare funding to subsidize operations are anticipated to be
approximately $38M over the six-year period leaving about $2.8M in unfunded deficit.

Table 3. Ferry Operating Program Pro Forma

Revenue 3,436,643 3,598,078 3,767,585 3,945,568 4,132,450 4,328,675 23,208,999
Expenditures 9,479,554 9,801,781 10,365,285 10,735,406 11,323,710 11,743,175 63,448,912
Anticipated Subsidy Available 5,565,412 5,791,065 6,100,774 6,374,586 6,623,645 6,987,795 37,452,277

et Revenue/Additional Subsidy Required -477,499 412,638 -487,926 415,252 -567,616 426,705 2,787,636

Over the six-year period the County Road Fund (CRF) will need to contribute $23.7 million to
subsidize operations (Table 4). Between 2018 and 2022 the CRF subsidy level to the Ferry was
lower, $4.7M, due to the availability of CARES Act funding.

Table 4. County Road Fund Ferry Subsidies

CRF Contributions 2024 2025 2026 2027 2028 2029 Six Year
Drydock 2,802,396 3,043,026 3,304,318 3,588,047 3,896,138 4,230,683 20,864,609
Operations Deficit 477,499 412,638 487,926 415,252 567,616 426,705 2,787,636

Total Operations| 3,279,895 3,455,604 3,792,244 4,003,299 4,463,754 4,657,388 23,652,244

Other currently anticipated operating program funding subsidies, shown in Table 5, will
contribute almost $14 million over the six-year period.

Table 5. Other Operating Program Anticipated Subsidies

Anticipated Subsidy Available 2029
MVFT-Ferry 435,317 435,317 435,317 435,317 435,317 435,317 2,611,904
MVFT-Road 106,721 106,721 108,785 108,785 110,868 110,868 652,749
FTA Formula 1,215,479 1,247,362 1,278,427 1,312,185 1,345,706 1,378,888 7,778,047
Ferry Boat-Operating 458,000 476,000 495,000 515,000 268,000 405,333 2,617,333
Other 70,000 70,000 0 0 0 0 140,000

Total Anticiapted Subsidy 2,285,517 2,335,401 2,317,530 2,371,288 2,159,891 2,330,406 13,800,033

The operating pro forma assumes a 3% across-the-board fare increase in 2024 and 5% each
year after that. Although these fare increases are projected to generate about $1 million of
additional operating revenue over the six years (Table 6), this amount is insufficient to fill the
operating funding gap.®

Table 6. Projected Fare Revenue

2024 2025 2026 2027 2028 2029
Fare Revenue 3,228,709 3,390,144 3,559,651 3,737,634 3,924,516 4,120,741
Fare Revenue Increase 94,040 161,435 169,507 177,983 186,882 196,226 986,073

3 Assumes no price elasticity and ridership remains constant at the 2022 level.
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Capital Program

The only known current capital program funding in the six-year period is the remaining payment
on the County Ferry Capital Improvement Program grant that is pledged to retirement of the
Steilacoom Il loan. With currently identified capital investments in the M/V Christine Anderson
and at the Ketron Island terminal, the capital program is projected to experience a deficit of
approximately $5.1 million by the end of 2027 (Table 7). The pro forma assumes a capital
replacement surcharge of $1 on each fare sold be imposed beginning in 2024 to help fund
future vessel replacement.

Table 7. Pierce Ferry Capital Program Pro Forma

2028 2029 Six Year

Funding 353,000 353,000 353,000 0 0 0 1,059,000
Total Capital Investments & Expenditures 510,000 546,000 3,179,000 1,950,000 0 0 6,185,000
Net Capital Fundng/Shortfall -157,000 -193,000 -2,826,000  -1,950,000 0 0 5,126,000

Capital investment needs beyond 2027 cannot be identified until a thorough survey of vessel
and shoreside infrastructure preservation, improvement and construction needs is undertaken.
Some examples of the future replacement costs for key infrastructure are shown in Table 8.

Table 8. Estimated Future Replacement Costs

2023 Estimated |  Estimated
Replacement | Replacement | Replacement

Year Cost Cost '
in millions in millions
Christine Anderson 2044 $17 $43
Steilacoom || 2054 $19 $72
Steilacoom Terminal 2 Unknown $35
Anderson Is Terminal 2 Unknown $1
Ketron Is Terminal ® Unknown $9

"In replacement year
? Replacement year(s) unknown until an asset study is completed
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Overall Fund Position and Funding Needs

As depicted in Table 9, by 2027 the fund balance is projected to be insufficient to cover the
combined operating and capital program deficit. The combined deficit by 2029 is projected to be
$2.6M. New funding sources are needed for both operations and capital investments.

Table 9. Summary Pierce County Ferry Six-Year Financial Pro Forma

Operations
Revenue
Expenditures

Anticipated Subsidy Available

Capital
Funding

Ferry Fund Position

Beginning Balance

Net Ferry Program Fund Position

3,436,643
9,479,554
5,565,412
477,499
2024
353,000
510,000
-157,000

Net Revenue/Additional Subsidy Required

Total Capital Investments & Expenditures
Net Capital Fundng/Shortfall

5,339,522

4,705,023

2026

3,598,078 3,767,585
9,801,781 10,365,285
5,791,065 6,100,774

412,638 -487,926

2025 2026

353,000 353,000
546,000 3,179,000
-193,000  -2,826,000

2026

4,705,023 4,099,385

4,099,385 785,459

2027 2028 2029 Six Year
3,945,568 4,132,450 4,328,675 23,208,999
10,735,406 11,323,710 11,743,175 63,448,912
6,374,586 6,623,645 6,987,795 37,452,277
-415,252 -567,616 426,705  -2,787,636

2027 2028 2029 Six Year

0 0 0 1,059,000
1,950,000 0 0 6,185,000
-1,950,000 0 0  -5126,000

2027 2028 2029
785,459  -1,579,793  -2,147,409 5,339,522

-1,679,793  -2,147,409  -2,574113  -2,574,113

The current pro forma draws heavily on the CRF to subsidize operations and fund capital
investment. Table 10 identifies CRF contributions over the six-year period. Without new
additional outside capital funding sources, the CRF would be making a combined operating and
capital funding contribution of nearly $29 million over the six-year period.

Table 10. County Road Fund Ferry Fund Contributions

CRF Contributions

2024

2025

2026

2027 2028 2029 Six Year

Operations
Drydock
Operations Deficit
Total Operations

Capital
Total CRF Contribution

2,802,3%
477,499
3,279,895
157,000
3,436,895

3,043,026
412,638
3,455,664
193,000
3,648,664

3,304,318

487,926
3,792,244
2,826,000
6,618,244

3,588,047 3,896,138 4,230,683 20,864,609

415,252 567,616 426,705 2,187,636
4,003,299 4,463,754 4,657,388 23,652,244
1,950,000 0 0 5,126,000
5,953,299 4,463,754 4,657,388 28,778,244

Without significant service reductions, operating cost reduction measures will not be sufficient to
close the funding gap. While annual fare increases will help offset inflationary cost increases,
fare revenue alone will not eliminate the deficit. Federal and state funding for operations is
already being tapped through the Federal Transit Authority’s (FTA’s) 5307 program and the
Washington State’s County Ferry Deficit Funding program. The draw on the CRF has grown,
and will continue to grow, to more than $23 million over the six-year period. Even with the CRF
deficit subsidy support, the operating program will experience a $2.8 million unfunded deficit.
The operating program needs an additional local funding source to become sustainable.
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The capital program is not sufficiently funded over the next four years and funding needs will
grow as longer-term capital preservation, improvement and replacement needs are identified.
Federal grants and state appropriations are a potential source of funding for capital projects but
local funds will likely be required to fully fund needed investments. A vessel replacement
surcharge as authorized by RCW 36.54.200 could be imposed to begin saving for vessel
replacement. Such a surcharge could potentially generate about $250,000 per year.

Strategies For Financial Sustainability

To achieve financial sustainability the Pierce County Ferry needs a new long-term local funding
source to supplement fares, surcharges, Federal and State and contributions from the CRF.

Three potential local funding options currently available to the County could be explored; County

Ferry District, Transportation Benefit District and an increase in the CRF property tax levy.
Additional opportunities for supplemental ferry funding are identified in Attachment 4.

County Ferry District (CED)

Creation and Powers: Authorized by RCW 35.54.110 as a county legislative authority, the
Pierce County Council (Council) may adopt an ordinance creating a ferry district in all or a
portion of a county following a public hearing before the Council and a finding by the Council
that it is in the public interest to create the district. The CFD is a municipal corporation with
independent taxing authority and governed by the members of the Council acting ex officio and
independently. The CFD possess the usual powers of a municipal corporation including the
authority to hire employees, staff, and services, and to enter into contracts.

Taxing Authority: The CFD governing board may levy each year an ad valorem tax on all
taxable property within the district up to seventy-five cents per thousand dollars of assessed
valuation. The levy must be sufficient for provision of ferry service including operations and

maintenance costs and the cost for construction and improvement of ferry vessels and docks as

shown in the CFD budget. Table 11 shows the potential ad valorem tax yield at various levy
amounts. At 10¢ per thousand the average homeowner would pay about $53 a year. *

Table 11. County Wide Potential Property Tax Levy Yields®

cents per thousand ad valorem

Countywide 1,591,370 7,956,850 11,139,500 15913701 39,784,252 79,568,503 119,352,755
Anderson Island 4,604 23,022 32,231 46,044 115,111 230,221 345,332

SEstimated using 2022 assessed valuation. Uses Anderson Island Fire District assessed valuations. May be subject to tax levy
limitations and proration.
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Taxes generated would be lower if the CFD district boundaries are limited to unincorporated
Pierce County. Figure 1 displays two unincorporated CFD tax levy options that would likely
generate sufficient local funding for the annual operating deficit and drydocking, major
maintenance/overhaul/capital improvements and life cycle vessel and terminal replacement
costs (assuming a 50% local funding match for new construction).®

Figure 1. 2024-2043 Unincorporated Pierce County Ferry District Alternative Levy Rate Yields
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Transportation Benefit District (TBD)

Creation and Powers: Authorized by RCW 36.73, with State legislative intent to fund
transportation improvements consistent with local plans, a county legislative authority may
establish a TBD within the county for the purpose of acquiring, constructing, improving,
providing and funding a transportation improvement. A transportation improvement may include
investment in new or existing projects of regional significance including funding operation and
maintenance of improvement programs Pierce County established a TBD in unincorporated
Pierce County in 2014. The County could pursue tax authority available to this existing TDB to
generate new funding for county transportation projects

Taxing Authority: A TBD has two primary taxing authorities; retail sales tax up to three tenths of
one cent and vehicle license fees up to $100. The TBD governing board can impose up to one
tenth of a cent retail sales tax and $50 vehicle license fee without voter approval. Table 12
shows the potential yield from one tenth of a cent and three tenths of a cent retail sales tax.

Table 12. Potential Retail Sales Tax Yield”

one tenth three tenths
|TBD Sales Tax 5,748,559 17,245,676

6 Capital investment needs beyond 2027 have not been identified. A thorough condition report for both
terminals and vessels and a major maintenance, improvement and replacement plan and schedule would
better inform decision making on levy rates.

7 Based on 2022 Taxable Retail Sales for unincorporated Pierce County
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County Road Fund (CRF)

The CRF property tax levy is a primary source of transportation funding in unincorporated
Pierce County. Per RCW 36.82.040, up to $2.25 per thousand dollars assessed valuation may
be levied for transportation purposes. In 2022 the CRF levied $1.16 per thousand. Increases to
the current levy would be subject to the one percent limit. Table 13 shows the potential yield of
various property tax levels.

Table 13. CRF Property Tax Yields

cents per thousand ad valorem

|Pierce County Road Fund 692,261 3,461,306 4,845,829 6,922,613 17,306,532 34,613,064 51,919,5%

ACHIEVING FINANCIAL SUSTAINABILITY

To achieve financial stability and long-term sustainability for the ferry system, Pierce County
needs a long-range financial plan that captures projected operating expenditures and capital
investments over at least a 20-year period. The financial plan should also propose a funding
portfolio that incorporates fares and other operating revenue, capital surcharges, federal, state
and local operating subsidies and capital project grants and possibly debt service. The financial
plan will better define long-term funding needs and inform decision making on local tax
measures. Concurrent with development of the long range plan the County should explore
further the feasibility and comparative benefits of local funding through the Transportation
Benefit District, a new County Ferry District or an increase in the CRF property tax levy.

The financial plan should be developed in conjunction with a comprehensive long-range ferry
plan. A long-range plan might include the following elements:

e Asset management plan: Pierce County does not have an existing asset management
plan to inform future expenditure and planning needs for terminal maintenance and
improvement projects. It is recommended that an asset management plan, based on
inspection of terminal components, be developed to support long-range financial
planning and to ensure that terminal assets are maintained to achieve their useful life
and support the reliability of the ferry system.

e Service and operations plan: Planning for future vessel replacement or refurbishment
and terminal improvements should be informed by assessment of elements including:
o Operational requirements
o Future ridership demand

o Potential vessel electrification and shoreside charging needs, or use of
alternative fuels

o Impacts of sea level rise at terminals

e Demand forecast: Understanding future ridership demand to inform revenue forecasts,
fare setting and policy, service planning, and long-term capital investments. Ridership
demand should take into account historical ridership data and trends, area
comprehensive plans, and other factors.

o Assessment of transportation needs: Public outreach and/or coordination with
stakeholder groups to understand priorities and needs for future service.
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Attachment 1
Summary of Public Outreach
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Attachment 2
Assessment of Fare Options Requested by County Council
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Attachment 3
Six-Year Pro Forma Financial
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Attachment 4
Funding Opportunities Assessment
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